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General Business Conditions. 





HE industrial and trade situation at 
the close of 1919, judged by the move- 
ment of merchandise, pressure for 
goods, readiness to pay high prices, 
and amount of business in sight for 
the future, was most promising. The holiday 
trade and the general trade in preceding months 
«were on the greatest scale ever experienced. 
Fe An inquiry as to the business outlook addressed 
jat this time to almost any line of industry will 
plicit a favorable, even sanguine, response. Each 
“group of producers seems to be confronted by an 
Vaccumulated demand which gives assurance of 
uplenty of business for a long time to come. 
© For example, the building trades and industries 
opie convinced that the cates year in their history 
“is now in sight, and the building industry in all 
fits ramifications is so extensive that full activity 
“in it is a very important factor in general employ- 
ment and prosperity. The iron and steel industry 
*tan see nothing but prosperity ahead for the com- 
“ing year. A vast amount of work needs to be 
one upon the railroads, and if they are returned 
o their owners upon terms which enable the lat- 
‘ter to raise money from the investing public, no 
oubt the expenditures will be made as rapidly 
‘@s it is practicable to obtain the funds. Industry 
‘today is hampered in all parts of the country by 
‘poor railroad facilities. 
_ The industries engaged in supplying goods for 
‘current consumption see nothing but prosperity 
ahead because the demand at present is in excess 
of their ability to produce and they see no likeli- 
hood of an early change in the situation, 
’ Certainly it is a definite and most encouraging 
accomplishment that during the past year the 
armies have been demobilized and distributed back 
into the industries, that the shift has been made 
from war work to peace work without any con- 
siderable amount of ‘unemployment, and that a 
complete recovery has been made from the state 
of doubt and hesitation which existed _ last 
January. 
Foreign Trade Situation. 
Over and against these favorable features there 
are certain elements of instability of such.import- 
ance that thev should be kept constantly in view. 
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One of these is the foreign trade: situation. 
For the first eleven months of 1919 our exports 
aggregated $7,242,045,000 and our imports $3,- 
528,132,000, as compared with $2,250,929,000 
and $1,608,829,000 respectively in 1913,. ..The 
rise of prices is a large factor in the increase of 
both exports and imports, but the trade balance 
is a real balance to be settled. 

This is the fifth year of abnormal trade, and 
the balances in favor of the United States’ dur- 
ing the period have aggregated about $14,500,- 
000,000. In the first two years the balances were 
met by foreign selling of American securities, by 
loans in this market and by sending us about $1,- 


250,000,000 of gold. After our entrance into ; 
war it was done mainly by the eens or ae ee one 


States Government to the governments associated 
with it in the war, aggregating nearly $10,000,- 
000,000. The amount of these loans made-in 1919 
was $1,757,989,481. The remainder. of the bal+ 
ance of the past year has been met by numerous 
loans in the public market, by private credits and 
by exchange purchased by speculators, 


Unbalanced Trade Cannot Continue, 


This unbalanced state of trade cannot be long 
maintained now that government loans have 
ceased. It is true that this warning has been 
sounded continually during the past year, and 
exports on the whole have not declined... But 
the fact that credits to so great an extent have 
been provided at private hands is not an assur- 
ance that they can be handled to the same extent 
and in the same manner in the future. The indi- 
vidual exporters who have been granting credit 
become less able to do so as their resources are 
gradually tied up abroad. 

Our exports have been a large factor in our - 
industrial activity during the last five years,. both 
directly and indirectly.. Our, manufacturing, .in- 
dustries would feel the: effect.of.a cessation. of. 
the foreign demand for their products, but more: 
serious to them would be a falling-off in the pur- 
chasing power of the agricultural districts of-this. 
country. The great domestic trade is in. large 
degree sustained by the prosperity of the. farming. .. 
sections, and this prosperity. results from the. . 


“Yarge exports of farm products and the prices — 
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de by the foreign demand. In some 
a decline of rts and of 
occurred, and serves ‘to illustrate what 
on a larger scale. In the five 
April, May, June and July the 
and dairy products averaged 
month, in August they fell to 
in the months of September, Oc- 
ber they av $64,000,000 
figures for the different classes of 
grouped together are not available 
these months, but the chief factor in 
is pork products, and the price of live 
i ‘has declined from $23 per hun- 
weight in Julyto$l4. 
Although it is often said that the United States 
ight live in independence of the rest of the 
world there would have to be an extensive re- 
adjustment of the industries to make them mu- 
tually supporting. We always have been largely 
upon foreign markets and there could 
not be a general suspension of exports without 
a congestion of products in the home market and 
resulting disturbance of all industries: The ef- 
fect of an interruption of exports in the latter 
part of 1914 is not forgotten. 
There is a prevalent idea that a decline of ex- 
ports would be beneficial because it would reduce 
ices to consumers in the home market, but that 
is a-short-sighted view at this time. The high 
prices are the result of world: scarcity and the 
only real cure for them is in getting industry go- 
ing again everywhere. It would aggravate the 
situation to have industry disorganized and labor 
thrown out of employment in this country. We 
do not want low prices as the result of congestion 
here while people die of want in Europe, and it 
will be a grave mistake to think that we can en- 
joy prosperity in such a disordered world. 
Although the outlook is unfavorable to a main- 
tenance of exports in the present vclume, it does 
not seem probable that they are going to suddenly 
stop. It is more likely that as exchange rates de- 
cline foreign purchases will be gradually reduced 
and the interest of this country in the situation 
will be awakened to the point of doing something. 
Die importance of — Europe back to : 
-supporting basis is fully appreciated we wil 
find ourselves abundantly able to do it. We would 
have found the way to carry on the war for 
years longer if it had been necessarv. 
port and reconstruction of world society, and the 
i of industry upon a peace basis is. 
as important as winning the war. The dif- 
people of this country between good 
would ‘supply all that is neces- 
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shortage of animals and of implements, and it 
is not yet probable that the pre-war supplies from 
Russia will be forthcoming. 

Assuming that order is preserved in Europe 
this winter, by the help of supplies of food and 
such materials as are necessary to the employ- 
ment of the people, production will be gradually 
resumed, the demands upon the United States 
will take the form of regular trade, and prices 
there and here will be readjusted to a normal 
basis. The present exchange rates will stimulate 
exports from Europe to this country as soon as 
goods are available for shipment, and will cer- 
tainly have an effect upon prices and industrial 
conditions here. Such raw materials as cotton 
and, copper will be taken from us in larger quan- 
ties than now, but the products of Europe will be 
competing with us in all markets, including our 
own. A turn of prices downward will come as 
Europe begins to take less from us and to export 


- in increasing quantities to all markets, including 


our own. Our business men and leaders of in- 
dustry among both employers and labor leaders 
should be prepared to adjust their policies to the 
new conditions as they develop. 


The Expansion of Credit. 


The state of bank credit is another factor in 
the situation which must be taken into account in 
planning for the future. 

The inflated state of bank credit and the in- 
flated state of wages and prices today are the re- 
sult of supplying credit without stint at a time 
when there were practically unlimited demands 
upon the industries. The new powers of the Fed- 
eral Reserve system provided the facilities for ex- 
pansion,.and they were freely used during the war 
and during last year. It is easy to settle wage 
controversies so long as increased costs can be 
added to the price of the product, and this has 
been the policy. Each increase, while quieting de- 
mands for the moment in one quarter has become 
the basis for new demands elsewhere, and as soon 
as one round was completed another was begun, 
with al] the old-arguments repeated. Every time 
the price level is raised more credit and more cur- 
rency are required, and so inflation has gone on. 

Evidently this movement could not go on in- 
definitely. The Federal Reserve Board has given 
warning that in the interest of security and sta- 
bility to industry the expansion of credit must be 
checked. The gold holdings of the Reserve Banks 
are no longer increasing but declining. The warn- 
ing is not threatening; no drastic policy of con- 
traction is proposed; but the country is told that 
it should pay up the bank loans which are se- 
cured by government paper, and do business within 
the facilities supplied by the present volume of 


Effects of Credit Restrictions. 
~ It is well to understand what this means. It 


means that if the country is to handle the same 
volume of-commodities in- 1920 as in 1919 it must 
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be done at no higher level of prices. If prices 
are to be pushed up by higher wages, higher prices 
for cual, higher railway charyes, etc., there will 
have to be curtailment somewhere of the amount 


of. business done, so that the total volume will be. 


within the credit facilities of the banking sys- 
tem. If the volume of exchanges increases it 
must be handled with a correspondingly smaller 
proportion of credit, or at a lower level of prices. 


The policy will be to make credit cost more, to 
exercise a more stringent surpervision over the 
uses to which it is put, and to hold a close rein 
over business expansion everywhere. In the pres- 
ent state of scarcity in many lines of goods, the 
competition for materials and labor is almost as 
keen as during the war, and the effect upon prices 
of granting credit freely is similar to what it was 
then. In such cases a restriction of credit will 
tend to reduce the competition and lower prices. 
A restriction of credit used for carrying stocks 
will also tend to force goods on the market and 
lower prices, 


On the other hand there is danger that restric- 
tion, unless wisely directed, will tend to curtail 
production, which would be very undesirable. 
The chief influence for accomplishing deflation 
must be increased production. As the price level 
comes down the credit set free should be perma- 
nently retired, at least to the extent of clearing 
the Federal Reserve Banks. 


The Need of Capital. 


It will be seen in surveying the situation that 
confidence is based upon the vast amount of work 
which looms up in all fields as needing to be 
done, and upon the great demand for goods for 
consumption. There is no question about the wants 
of the world; they are very great and urgent. In- 
deed, the world is impatient to a degree which 
tends to defeat the satisfaction of its wants. Its 
wants are both positive and negative, for it wants 
more of everything and at the same time to work 
shorter hours. It wants to curb the accumulation 
of capital, and yet a greater supply of comforts 
can be had only by an increased accumulation of 
capital. The chief agency for supplying the wants 
of the world is machinery, and capital consists 
entirely of productive instrumentalities, 


There is always a vast. amount of work to be 
done, providing somebody will furnish the capi- 
tal for doing it. If one could have a sort of a 
bird’s-eye view of all the plans that are develop- 
ing or waiting in the minds of men for the im- 
provement of industry and society, what a won- 
derful picture it would be! The building pro- 
gram for which the architects are said to have the 
plans ready, will require a great amount of capi- 
tal, probably twice as much in terms of dollars, 
as the same amount of building would have re- 
quired before the war. The construction work 
whicli the steel industty is counting upon, the new 
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electrical installations upon which estimates aré 


invited, the expenditures upon the railways, etc., 
all involve demands upon the capital fund, cor- 
respondingly larger measured in dollars, than the 
same work would ‘have required before the war. © 


Where is the capital coming from to pay for 
all this work? Society accomplishes its progress 
by saving up out of current production the means 
of making additions and improvements upon its 
productive properties. If its industrial equipment 
is to be improved and the plant enlarged by ex- 
tensive construction work, somebody must come 
forward with ready capital and advance the pay 
for all the workmen so employed. In short, the 
capitalist, large or small, and his capital, are vital: 
factors in this great construction program. There 
is an inclination to question whether. a capitalist 
serves any useful purpose, and we invite attention 
to the part he is expected to play. 


State of the Investment Market. 


The situation in the investment market does 
not indicate that large amounts of capital are 
available for investment at this time. Bands and 
stocks which in the past have been considered 
choice investments are selling at the lowest prices 
in their history. If capital is not available to pur- 
chase these where and on what terms will it be 
found for investment in the new facilities which 
are so much needed? 


It must be remembered in the first place that 
the income from a great hody of old investments, 
such as railroads and public utilities, even if main- 
tained at the same rates, has only about one-half 
the former capital value for new_ construction. 
The public is not disturbed about the shrinkage in 
the income of a capitalist; a suggestion that in 
valuing the railroads as a basis for rate-making, 
consideration shall be given to present costs of re- 
production, is likely to have small consideration ; 
objections are heard even to allowing the railroads 
to increase their charges sufficiently to permit the 
maintenance of present interest and dividend pay- 
ments; but the public cannot escape its own 
loss resulting from diminished capital in the hands 
of investors. Of course it may he said that what 
is taken from the capitalists is distributed to the 
public, hut even so it will be necessary to go to 
the public in search of new investors, and will 
they be found? 


Then again it-‘must be remembered that a large 
part of the income from business and investments. 
is being taken for taxation, and is not available 
for financing new work. — The state of the security 
markets reflects this fact. 


The need for capital to provide credits to en- 
able Europe to make purchases here has been em- 
phasized, but such offerings come into competi- 
tion with the other demands, and the state of the 
investment market is the most discouraging fact 
which the advocates of foreign credits have to’ 
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The Supply of Copital 


The supply of capital depends first upon pro- 
duction and then upon saving. The savings which 
become. capital may be accumulated from wages 
and other small incomes or from the profits of 
larger business. ‘The essential thing is that some- 
thing be saved from direct consumption and used 
to increase production ently. Whatever is 
so applicd is diverted from personal use and de- 
voted to a public purpose. 

Small savings when invested directly by the 
owners go largely into homes or real estate mort- 

, but when placed as bank deposits or in 
purchase of life insurance have been largely 
invested in railroad bonds. Industrial develop- 
ment in each line has been mainly accomplished 
by means of the profits made in that line. The 
steel ‘industry has been developed and the won- 
derful progress of the last fifty years accom- 
plished by means of the profits obtained in 
the business. The savings resulting from one im- 
provement have furnished the capital for other ex- 
periments and improvements. The great fortunes 
made in the industry have.consisted of vast prop- 
erties by means of which iron and steel are made 
and sold to the public more cheaply than before 
such properties existed. 

The fact that private fortunes exist in the form 
of properties which are producing for the public 
market, that the profits for the most part are 
turned back for the purpose of increasing produc- 
tion, and that the gains from the improvements 
in industry inure to the consumers of the pro- 
ducts, are facts commonly overlooked. But such 
is the history of social progress. In this manner 
occurs the diffusion of benefits which has always 

ied industrial progress. There is no out- 

let for. capital.accumulated in industry except in 

providing for greater production, and no outlet of 

any consequence for increased production except 

by distribution to the public. The genius of the 

business world is divided between the tasks of 
production and distribution. 

Thé Limiting Factor in Production. 
We see in every line of industry the eagerness 





vision for increased production in the future. 

If profits are unusually high in any line of pro- 
duction it is usually a sign that more capital— 
more productive equipment—is needed in that in- 
dustry, and the profits will supply it. The larger 
the profits.the faster will be the development of 
the. industry in which they are made, until the 
point is reached where the public is abundantly 
supplied at.a profit so moderate that investment 
ge ge ag The most effective pro- 


the public from high profits is in the- 





fact that such profits are their own undoing. They 
work a permanent change in the conditions from 
which they spring, and no attempt to regulate 
profits arbitrarily can do this. 

There is criticism of landlords who raise rents 
under present conditions, but the only real remedy 
for the scarcity of house-room is more houses, 
and they will not be built unless there is re- 
muneration for the investment. 


Hostility to Profits. 


The public is hostile to profits because it does 
not follow them back into industrial use and see 
the results in larger and cheaper production. Prof- 
its are regarded grudgingly, as lost to the public, 
and at best as an incentive which it is necessary 
to concede. But profits are more than an incentive ; 
they are the means by which the leaders in indus- 
try accomplish their achievements. 

The public is always wanting profits reduced 
and wages increased, although profits are much 
more likely to be converted into capital and used 
for industrial advancement than wages. If prof- 
its the country over were cut in two and one- 
half disbursed as wages, undoubtedly the ef- 
fect would be to ditninish the amount of capital 
available for construction work and increase the 
expenditures for current consumption. It would 
raise the cost of living still higher while curtail- 
ing the means for increasing production. 

It is no reflection upon the wage-earners to 
say this, for it would be the inevitable result of a 
larger direct distribution. The increased amount 
received by each individual would be so small that 
the chances would be against its becoming produc- 
tive capital. The $100,000,000 gift recently made 
by Mr. Rockefeller to education and medical re- 
search may be expected to produce far-reaching 
results for the good of humanity, but distributed 
to all the people of the United States it would 
have amounted to less than $1 each. 

This is not saying that it is an ideal situation 
to have wealth concentrated instead of widely dis- 
tributed. It is only saying that wealth must be 
produced before its benefits can be enjoved by 
anybody, and that arbitrary efforts at distribution 
will curtail production, while wealth used pro- 
ductively, even though the ownership be concen- 
trated, will increase the distribution of products. 


The Labor Problem. 


The labor problem is how to convince the 
laborer that the fundamental thing is an increase 
of production. It is utterly futile to try to im- 
prove the condition of the masses by raising 
money-wages, while the supply of everything 





- they want to buy is being reduced. If all wages 
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in the world were doubled forthwith the act 
would not add one bushel of wheat, one pound 
of sugar or one yard of cloth to the supply. 
It is true that if a few get more wages while 
the others do not, the former may be able to 
get more than their share by outbidding the 
















others, but there is no settlement of the social 
problem in that. The fundamental truth is that 
industry as a whole, including all occupations, is 
engaged in supplying the wants of the population, 
that the greater the ction in each branch of 
industry the more that branch will have to give 
for the products of the other branches, and the 
greater will be the supply for all. 

This principle is generally conceded in the ab- 
stract by labor leaders, but little evidence of it 
appears in their policies. The Bureau of Census, 
reporting upon the veg of cotton manufac- 
tured into goods in the United States during the 
month of November, 1919, brought out the fact 
that with an increase of about five per cent in 
machinery in use and an even larger increase of 
employes on the pay rolls, the consumption of raw 
cotton was less by 90,000 bales, or nearly 16 per 
cent than in November, 1916. This result is mainly 
due to the shortening of the work-day from 54 
to 48 hours. It may be added that wage increases 
of 15 per cent in June and 12% per cent on De- 
cember Ist were granted in 1919, in addition to 
the grant of 54 hours’ pay for 48 hours’ work, 
earlier in the year. 


Consumption of the Rich Insignificant. 


Cotton cloth is an article of common use. The 
percentage of the production which is consumed 
by rich people is insignificant. The working 
people of the world, of the same type as the em- 
ployes of cotton mills, are the great consumers of 
cotton goods. The curtailment of production is 
more serious than the increase of cost involved in 
higher wages, because there are not enough goods 
to go around, and a competition is created which 
carries prices beyond the reach of the poorer class 
of consumers. The most helpless people suffer 
the results. As a measure of relief to the working 
people of the world, the cotton mills ought to be 
running at least as many hours as they did before 
the war. 

The strike in the steel industry has cut down 
the supply of a material required in the manu- 
facture a4 machinery and industrial equipment of 
every kind, and the strike of coal miners was a 
blow to industry not only in this country but in 
Europe. Thousands of factories whose products 
are needed for the comfort of the population and 
for the rehabilitation of industry in Europe were 
forced to suspend for want of coal. 

It is unnecessary to refer to other strikes and 
controversies to show that industry was greatly 
hampered and production reduced during the criti- 
cal year just past. It is easy to see that if the 
idea of securing the largest possible production 
prevailed generally the output of everything 
wanted for human comfort would be greatly in- 
creased. 

The reason for this indifference of labor toward 
production undoubtedly is that antagonism toward 
the employing class dominates its policies and ob- 
scures the relations of the workers to each other. 
The workers themselves are no more in the dark 


than the thousands of ill-informed 
outside their ranks who write and talk in their 
behalf. Throughout all the complaints about 
the profits of employers and the exploitation of 
labor there is the assumption that ali the profits 
of employers are, first, exacted from the public 
and second, used for the exclusive benefit of the 
owners, There is no recognition of the fact that 
unusual profits as a rule are obtained by economies 
in production which reduce the cost of goods or 
services to the public, and that the profits in large 
part become capital and are necessary to the ex- 
pansion and improvement of industry. 


The Interdependence of Capital, Labor and 
Production. 

Capital is an indispensible factor in social pro- 
gress, and ownership is a comparatively unim- 
portant detail, except as it affects the efficiency 
in use, It is certain that when the owner is 
saving and investing it he is not consuming it 
himself, and certain that he cannot use it pro- 
ductively except by conferring public benefits. He 
cannot even invest it without employing labor, 
so that an exceptionally rapid accumulation of 
capital results in an exceptionally heavy demand 
for labor, which naturally produces a rise of 
wages. In other words, there is a normal and 
inevitable relationship between an increasing sup- 
ply of- capital, an increasing demand for labor, 
and an increasing supply of goods on the market. 
The goods produced for the market must be dis- 
tributed back for consumption to the same body 
of people who produced them, working in the 
various industries. There is nobody else to buy 
them, and unless this distribution is accomplished 
there can be no profits in industry and no use 
for new supplies of capital. Industry would 
choke down and come to a standstill if the pur- 
chasing power of the great body of the people did 
not increase as fast as production increases. 
Industrial society would become stagnant and un- 
profitable to everybody. 


This is the answer to apprehensions that capital 
will conspire to cut down wages and deprive the 
workers of the comforts of life. The individual 
employer may want to cut down the wages of his 
own employes, but he is not interested in having 
the purchasing power of the community generally 
reduced. That would be destructive of business 
and of capital and therefore no conspiracy to that 
end is possible. The truth is that the new capital 
coming on the market competes inevitably with 
old capital in the service of the public. New capi- 
tal is continually exterminating old capital,: which 
in the form of out-of-date equipment is discarded, 
the consuming public gaining by the latest meth- 
ods and equipment. 

During the war, when the demand for iron ex- 
ceeded the capacity of all the furnaces, prices rose 
high enough to bring scores of abandoned fur- 
naces back into temporary use, but as the dernand 
subsides or the supply is increased by the construc- 





izers . 


@ 














tion of new furnaces, the old uneconomical fur- 
naces will be forced by falling prices to close 
again. 


Foreign Trade and Exchange. 


- The November foreign trade figures are larger 
than those for October on both sides of the ac- 
count. Exports aggregated $740,921,163 and im- 
ports $429,211,077, giving a balance in favor of 
this country of $311,710,086. These are the sec- 
ond largest figures for monthly exports on rec- 
ord having been exceeded only in June, 1919. 
While the movement of meats and breadstuffs was 
lower, cotton went to England in increased quan- 
tities, notwithstanding the low rate of sterling ex- 
change. Indeed it was doubtless an. important 
factor in the new low record for sterling. The 
Lancashire cotton mills are now working to ca- 
pacity and the product seems to be wanted at 
prices which include the exchange charges. Ex- 
ports to Asia are large and all the products of 
Asia are bringing high prices. 

The European exchanges have all made new low 
records during the past month, the pound sterling 
falling to about $3.64 on December 12, from which 
it reacted to above $3.80. Canadian exchange, upon 
which a year ago the discount was about two per 
cent, last spring about three per cent and a month 
ago four or five per cent, went as low as eleven 
per cent, bly as the result of realizing by 
American holders. A great many business houses 
in this country with a Canadian trade have been 
accumulating credits in Canada during the past 
year. 





Current Exchange Rates. 


. The table of exchange rates as of December 29 
is as follows: 


Rate Depre- 
Unit Ex. rate incents ciation 
Value Nov. 28 12/29/19 in % 


Canada ..... 1.00 9525 9100 90 


Germany ... .2382 0230 0210 912 
Italy ..... -.. +1930. - 0825 0763 60.5 
Belgium ..... .1930 -1075 0962 50.2 
France ..... .1930 .1026 0939 51.3 
England .... 4.8665 4.0300 3.8000 21.9 
Switzerland. .1930 1818 -1802 6.6 
Holland .... . 4020 3750 6.7 
Sweden .... 2680 230 2150 198 
Spain .......  .1930 1965 .1925 0.3 
Argentine .. 9648 9825 9800 *1.6 
Japan ...... 4985 5075 £025 *08 
_.. *Premium. 


. There is a growing opinion that American ex- 
porters hold larger amounts of European credits 
than has been heretofore supposed, and this is an 
explanation not only for the. fact that exports 
have been well maintained despite the decline in 
rates but for a good part of the increase of bank 
leans since September. Naturally a manufac- 
turer who is. selling abroad on long credit, or 
taking his pay in foreign securities, must call 


upon his banker for funds with which to carry 
on his business. That this was being done to some 
extent has been well understuud, but the volume 
prubably is larger than has been supposed, SF 

As yet it cannot be said that there is any defi- 
nite development from the conferences upon the 
subject of foreign credits. It is not likely that 
there will be any until the Treaty is disposed of. 
The proposal 10 raise any considerable sum from 
the investment market looks formidable in view 
of the state of that market as shown by the pre- 
vailing prices for our own securities, Advices 
from Europe are urgent that action be taken, and 
some writers say that much feeling is developing 
against America over the oppressive exchange 
rates, which the general public understands there 
no better than here. They think that prevailing 
rates, so unfavorable to them, are a part of the 
ptice which America is exacting in the hour of 
their great necessity. 


Government Aid. 


The Secretary of the Treasury in his annual 
report to Congress has taken very definitely the 
position that the Government will do nothing to 
assist in financing export business. He urges that 
as the profits upon exports will inure to the ex- 
porters, the latter should assume the burden of 
financing them, That may be logical, but will the 
farmers or exporters of farm products come for- 
ward and provide the credits for that class of ex- 
ports? An extensive organization will be neces- 
sary to provide credits upon the scale required, 
and it will take an unusual degree of co-operation 
and public spirit to create such an organization. 

It will be necessary. to concentrate public at- 
tention upon the situation much more effectually 
than has been done as yet. The average man re- 
gards the exchange problem as something for 
bankers to look after, and takes it for granted 
that the needs of Europe for cotton, food, etc., 
are so imperative that “somehow” the exports will 
continue. The fact is, however, that they will 
not continue unless a way to pay for them is 
found. Credits must be provided to cover them, 
and the sum required is too large to be provided 
except by an organized appeal to the country, 
presenting the general interests involved. Every 
part of the country must participate. The agri- 
cultural interests are even more directly con- 
cerned than the other industries, but all are con- 
cerned together. The situation is so large that 
leadership and co-operation by the Government 
are required. As long ago as last May we said 
upon this subject : 

Private credit is unable to cope with this situation. 
The needs are on too vast a scale, and the people of 
this country are too far away to take a large part in 
it as individuals. We may ring the changes upon 
foreign investments and some will be made, but the 
total will be: far below the sums needed. There is only 
one way in which the resources of. Europe can be 
pledged in such manner as to promptly command credit 
upon a great scale, and that is through governmental 
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Meanwhile the situation is drifting closer to the 
where prompt action will be necessary. — 
r, Hoover makes the practical suggestion that 
if Congress will grant authority, the Grain Cor- 
ion will be able to extend the credits re- 
quired for the purchase of foodstuffs out of funds 
already at its command, and without any addi-. 
tional appropriation. He takes a-view which we 
believe will be generally approved by the Ameri- 
can people when he says: 


“T do not believe that we can, with such a surplus of 
breadstuffs in our hands, sit down in the United ‘States 
and see millions of people starve merely because we 
exact cash instead of credit. Unless we take some 
immediate action in the matter we shall have a break- 
down of stable government in Central Europe. If we 
look at it from the most selfish point of view of our 
own future interests we cannot expect to have peace 

a recuperation of the world if we allow the crea- 
tion of another cesspool like Russia. No section of this 
community, however, places selfish interest before’ hu- 
manity. ae 

“The amount of assistance required is very small 
compared to the total that we extended last winter. 
Furthermore, transportation, government, and - other 
things have become so much more nearly normal in 
Europe that it does not require establishing any great 
system of distribution, The whole operation could be 
carried out by the chief grain corporation.” 


The Edge bill has become a law. The essential 
features of this act are that corporations having 
a capital of not less than $2,000,000 may be or- 
ganized to engage in foreign banking operations, 
that they may sell debentures or other obligations 
up to ten times their capital and that national 
banks may subscribe to the stock of such corpora- 
tions, provided that their total holdings in these 
and other corporations authorized to do banking 
abroad shall not exceed ten per cent of their capi- 
tal and surplus. Doubtless there will be some ac- 
tion under this law, as the resourcés of the War 
Finance Corporation can be brought into play in 
this manner, not to speak of market flotations: 
These facilities, however, are more likely to. be 
employed for the movement of manufactures, 
through the co-operation of the industries, than 
for the movement of farm products. 

The Chamber of Deputies of Argentina, which 
is the lower house of Congress, on December 12 
passed the bill granting a credit of $200,000,000 
to Great Britain, France and Italy, and the bill is 
now pending before the Senate. The proposed 
credit is to enable the borrowing countries to buy 
Argentine products. Argentina is just now har- 
vesting an excellent grain crop. 

The Money Market. ; 

The money market was close in New York 

t December, reflecting a strong demand 
for funds for the year-end settlements in addi- 
tion to current requirements for handling the 

eatest volume of business ever known. The 
published by the Federal Reserve Board 











of payments through the banks having member- 





ship in-140 Of the leading clearing houses of the 
country show that in the week ended December 


24, 1919, payments aggregated $10,290,479,000, 
as compared with $6,894,244,000 in the corre- 
sponding week of 1918. The demand deposits of 
the Clearing House banks of New York, includ- 
ing government deposits, on December 28, 1918, 
ed $4,143,926,000 and on December 27, 
1919, aggregated $4,282,194,000. On the former 
date the loans and investments ed $4,- 
659,461,000 and on the latter date, $5.1 ,484,000. 
The increase of loans and the amount of loans in 
relation to deposits shows why money is tight. 
The earning assets of the twelve Federal Re- 
serve ‘banks at tlie close of 1918 aggregated $2,- 
318,170,000 and on December 26, 1919, aggre- 
gated: $3,080,495,000,: which of course means an 
expansion of loans to this extent. In this expan- 
sion it is noticeable that the New. York bank has 
a relatively small part, its earning assets having 
increased from $925,424,000 to $1,048,159,892. 
_ These res show that the New York banks 


- cannot be.charged with fostering speculation. The 


loans of the’ reserve banks have made their chief 
increase since September. On the 19th of that 
month they aggregated’ only $2,349,971,000: : 
_ The ratio of total reserves to combined deposit 
and note liabilities in the statement of December 
26 was 44.8, the lowest point so far touched in 
the history of the system. The reserve of the 
New York bank was 40 per cent. 
’ ‘Fhe New York money market is on a straight 
six per cent. basis for time loans. Necessary ac- 
commodations for trade and industry are being 
supplied, but the banks are endeavoring to keep 
down the volume of loans. Call money has 
ranged for much of the month around 7 to 12 
per cent., and on several days reached 15 and 18 
per cent. These rates were due mainly to the 
withdrawal of outside money from stock ex- 
change loans. 


Higher Interest Rates. 


The Federal Reserve banks put into effect on 
the 11th of December the second. advance of 
rates upon paper. secured. by Government obliga- 
tions. Except:as regards loans secured‘ by Treas- 
ury certificates; Government paper is no longer 
favored. The table elsewhere shows the present 
rates. mee ic eta 
: As yet there has been no advance upon re- 
discounts of straight commercial paper, running. 
90 days or less, 434 % being maintained, but it may 
be surmised -that the Federal Reserve Board will 
not rest satisfied with the advances that have been 
put into effect. Of the intention of the Reserve. 
Board to require the gradual liquidation of the 
paper secured by Government bonds ample notice 
has been given, and in view of the existing state 
of credit expansion there is every reason to ex- 
pect that: further measures to restrict the granting 
of credit and to make credit more expensive 
be adopted. There need be .no surprise if. five 
per. cent. is made the minimum: for accommoda- 
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tions at the reserve banks at an early day. The 


- fact is that the most effective results will not be 


obtained until the reserve rates are equal to those 
of the member banks. 

_Every banker knows that the course of expan- 
sion which has been followed during the past year 
should not go on. The Federal Reserve system 
was establi to provide the means for expand- 
ing bank credit when emergencies required it, but 
the Federal Reserve Board was established at 
Washington to regulate and control such expan- 


sion, and the member banks and other banks are 


expected to co-operate with it in the enforcement 
of sound public policies. 

- The Federal Reserve Board has called a con- 
ference with bankers at Washington on January 
6, to consider a modification of the existing rela- 
tion between interest rates on bank deposits and 
the rates for bank loans. 


Gold Movements. 


According to the customs’ records the exports 
of gold from the United States in the eleven 
months ended with November aggregated $321,- 
928,300,. while imports amounted to $63,600,000, 
which. would show a net loss of about $258,000,- 
000. These figures, however, do not include the 
$172,000,000 received by the Federal Bank of 
New York from Germany, which has been on 
deposit in the Bank of England, or the payments 
therefrom, amounting to about $34,000,000. This 
Bank has released gold from London in a number 
of instances to cover remittances from this coun- 
try, thus saving the cost of bringing the gold from 
London to New York. As this London credit 
is included in the reserves of the Federal Reserve 
system it should be counted as an offset. to our 
exports, and reduces the net exports of the eleven 
months to about $122,000,000, 

The countries receiving the largest shares of 
the exports and the approximate amounts going 
to them are as follows: 





ER ea mpeey amet cy ane yy ay 7,500,000 
WAM EMOIE  isidsSin so 0 kis onaOSu 3% 0 UHEN 11,000,000 
— i casio a hisith-enees sei 29,000,000 
DO oc see etek aaebhinncnseas 64,000,000 
MM or Ce RiCh i536 etatag «dos 82,000,000 
WOM. AER I 30,000,000 

Dutch East Indies................0s 7,000,000 


Exchange rates upon all of the above-named 
countries are close to the gold point at this time, 
and further shi may be made. 
~ As yet the United States has received but lit- 
tle of the current South African gold production. 
It is understood to be going largely from Cape 
Town to India, pursuant to sales in London. 


‘Silver Market. 






















































of preventing an advance in silver bullion above 
the previous quotations. Only 3,000,000 dollar 
pieces were released during December under the 
arrangement, but in all about 15,000,000 dollars 
were shipped to China during the month. There 
is no obstacle to the shipment of dollars gathered 
up from the circulation or obtained by the pres- 
entation of silver certificates for redemption, and 
both of these methods of obtaining them will be 
pursued as long as the coins are worth a premium 
for exportation as bullion. In addition to the 
coin shipments, new bullion has been going for- 
ward as obtainable from the production of this 
country, Canada and Mexico. The exports of sil- 
ver from this country for eleven months to No- 
vember 30, according to the customs’ records, 
were of the total value of $208,426,260, and im- 
ports were $79,725,206. ‘The consumption of 
new silver in the arts in this country in 1919 is 
estimated by competent authorities at about 25,- 
000,000 fine ounces, against about 17,000,000 in 
1918. 


The prospective demand for silver for coinage 
purposes outside of Asia is small: The United 
States Treasury will meet its requirements for the 
subsidiary coins by melting dollars, and the 
European countries cannot continue coinage on 
the present basis, as the bullion value of silver is 
above the face value of the coins. This is true 
of Mexico also. There is general discussion of 
the advisability of reducing the silver content of 
the coins or of substituting some other material, 
and if this results generally the present high prices 
may do harm in the long run to the silver-pro- 
ducing industry. Mr. McFadden, Congressman 
from Pennsylvania, has introduced one bill re- 
ducing the fineness of our subsidary coins from 
nine-tenths to eight-tenths, and another propos- 
ing to amend the Pittman act by authorizing the 
Secretary of the Treasury to sell all of the silver 
dollars in the Treasury upon the retirement of the 
outstanding certificates and to repeal the provision 
requiring the Secretary to repurchase silver bul- 
lion at $1.00 per ounce for the replacement of the 
dollar pieces disposed of under the Pittman act. 


At present the foreign demand for silver is 
nearly all for China, as settlements with India 
of late have been largely made by means of gold. 
From April 1 to August 31, however, the imports 
of silver into India aggregated 98,302,459 ounces, 
which compares with 79,452.911 ounces in 1918 
and 48,146,898 ounces in 1917. 


The price of silver in the New York market 
in the last week of December was around $1.33 
per ounce. Reports indicate.that Mexico's pro- 
duction in 1919 has come back close to its highest 
record, and that world production will not be far 
from 200,000,000 ounces. The world’s record 
ag for one year was 226,000,000 ounces 
in Z 










































The act making gold certificates legal tender 
has passed both houses of Congress, and if not 
signed by the President by the time this is printed 
undoubtedly will have his approval. There never 
was any reason why gold certificates should 
not be a legal tender, but originally they were in- 
tended merely for convenience in making large 
cash payments, and they were an example of a 
currency which did not need the legal tender qual- 
ity to give it circulation. It is necessary, however, 
that legal tender money shall be readily available 
for the discharge of contracts, and it is wanted in 
convenient form. The United States notes have 
been the only form of legal tender paper money 
outstanding, and the banks have been inclined to 
hold them out of circulation for this reason. As 
they exist largely in bills of small denominations 
this has had the effect of creating a stringency in 
these denominations. With gold certificates a 
legal tender the banks will release the United 
States notes for circulation, and the larger de- 
nominations of the latter as they come into the 
Treasury will be replaced with smaller ones. 


Security Market. 


During December the bond market as a 
whole was decidedly weak and there was con- 
siderable pressure from time to time due to 
the taking of income tax losses. It was also 
reported that there was some liquidation from 
Europe as a result of the continued decline in 
foreign exchange. ‘Traction securities have 
been particularly weak and Interborough 5s 
and Brooklyn Rapid Transit 7% Notes, which 
have been largely cited as an index of the 
New York market, were extremely erratic 
with quotations ranging from 43 to 60 for the 
Interboroughs and 34 to 53 for the B. R. T. 
Notes. Foreign government bonds have been 
weak with Anglo French 5s selling down to 
95%. Railroad bonds reflected the uncertainty 
still existing in the status of the roads as re- 
gards their ownership. Southern Pacific Con- 
vertible 5s made a sensational advance follow- 
ing the announcement that the Department of 
Justice would drop the California oil land case. 
Toward the end of the month a better tone 
was evidenced, the selling pressure having 
been largely withdrawn and an investment in- 
quiry arising which resulted in advances of 
from 1% to 2% in the higher grade railroad 
issues and from 2% to 4% in the speculative 
issues as compared with quotations at the 
opening of the month. A wider buying among 
the institutions was reported and investment 
dealers as a class were displaying more opti- 
mism regarding conditions after the turn of the 
year. 





* Government bonds have experienced per- 


haps the most erratic month since the close 
of the Victory Loan. During the early part 


rived from municipal bonds was revived by the 





of the month there was considerable liquida- 
tion of Liberty bonds, which was attributed to - 
three causes; the desire of holders to secure 
funds for business purposes; the payment of 
December 15 income taxes, and the taking of 
losses to be incorporated in income tax state- 
ments. Such a large portion of the liquidation 
was attributed to the latter cause that it was 
suggested to officials of the Treasury in Wash- 
ington and the Federal Reserve Bank in New 
York that it might be advisable to permit owners 
of Liberty bonds to inventory their losses without 
actually consummating sales. An item finally ap- 
peared in one of the New York dailies that a bill 
would be introduced in Congress to obviate the 
necessity of such sales and as a result prices ad- 
vanced materially, the Fourth 4%4s selling as high 
as 94.20 as compared with low levels of the 
preceding week, 91.40 . The report of the Hon- 
orable Secretary of the Treasury, which ap- 
peared early in the month, stated that the 
Government had retired in the last eighteen 
months $1,043,308,000 of Liberty issues. ; 

The market received another setback about the 
middle of the month when the Federal Reserve 
Bank of New York decided to raise the rates 
at which fifteen day advances were made to’mem- 
ber banks on notes secured by Certificates of In- 
debtedness, Liberty Bonds and Victory Notes. In 
the case of the Certificates the rate was increased 
from 444% to 44%4% and in the case of Liberty 
Bonds and Victory Notes from 4%% to 4%4%. 
To this ruling was attributed considerable liquida- 
tion, the longer term Liberties declining %#4%. 
During the closing week of the month the Liberty 
market was active but prices remained at low 
levels. Investment houses specializing in Liberty 
issues report a broader interest among investors 
and institutions which are taking advantage of 
the return of over 5% which can be obtained at 
present prices, 


The Municipal Market. 


The municipal market was inactive throughout 
the month with prices recording narrow fluctua- 
tions. In certain of the active issues, noticeably 
New York City bonds, declines occurred and 
these were attributed largely to the taking of losses 
for income tax purposes. There were fewer new 
issues of municipals during December than in any 
month of the past year, some of the larger offer- 
ings being $704,000 Albany, New York 4%s 
which were offered on a 41%4% basis and $540,000 
Dayton, Ohio, 5% Bonds on a 4.70% basis. 

The break in Canadian exchange rates resulted 
in several offerings of Canadian municipals and 
investors in this country took advantage of some 
very attractive yields. Two issues which were of 
particular interest were $2.632.000 Toronto, On- 
tario. 544% Bonds on a 6%4% basis and $3,.000,- 
000 Province of Ontario 514% Bonds on a 6.30% 
basis. es 

The question of federal taxation of income de- 
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recommendation of the Honorable of 
the Treasury in his annual report. It has been 
suggested that provision be made for the collec- 
tion of taxes at the rate of surtax applicable to 
a taxpayer's total income including that part of 
the income which is derived from State or munici- 
pal bonds. This rate, however, is to apply only 
against that part of the income that is taxable. 
It is generally held that this method of indirect 
taxation of municipals is unconstitutional and in 
effect such a provision would be extremely detri- 
mental to taxable securities as it would obviously 
result in those receiving large incomes disposing 
of their taxable securities and holding only tax 


’ exempt issues. 


3 
. New offerings of corporate issues were in re- 
stricted amounts throughout the month, and fol- 
lowing the prevailing tendency during the year 
preferred stocks of industrial companies predomi- 
nated. A total of the larger issues offered for 
distribution shows an aggregate of $50,- 
,000 preferred stocks as compared with $42,- 
000,000 fixed maturity obligations. Among the 
larger public utility issues were $10,000,000 To- 
ledo Traction, Light and Power 7% Bonds due 
1921 -to yield over 744%; $10,000,000 Cities 
Service Company 7% Debentures due 1966 to 
yield. 7% ; $4,000,000 American Gas & Electric 
6%. Notes due 1920-1924 to yield 7% to 7.10% 
and $4,000,000 Penn Public Service Corp. 6% 
Bonds due 1929 to yield 614%. The larger pre- 
ferred stock issues were $10,000,000 Famous 
Players-Lasky. Corp. 8% Preferred at par; $7,- 
000,000 Standard Oil Company of Ohio 7% Pre- 
ferred to yield 6.40%, and $6,000,000 Hydraulic 
Steel Company 7% Preferred at par. 

Investment houses engaged in the distribution 
of issues of this character report a slowing up in 
the demand for new issues, but they are obtain- 
ing a broad distribution and are adding to their 
books a great many new customers, which would 
Seem to indicate a conversion of many Liberty 
bond subscribers into the permanent investment 

"The combined average of forty active corporate 
issues as compiled by the Wall Street Journal on 
December 24 was 78.66 compared with 80.30 on 
November 24 and 86.86 on December 24, 1918. 
Railroad Legislation. 

‘On Christmas Day the President of the United 
States published a Proclamation announcing that 
the railroads would be restored to their owners 
on March Ist next... This makes it imperative 
that remedial legislation be enacted within the 
next sixtv days. A review of the Senate and 
House Bills, from which the final law must be 
derived, is, therefore, timely. 

On December 20th the Cummins Bill, amend- 


ing the existing Commerce Act, passed the Senate 
by a vote of 46 to 30 Se Bik oes tee 





strictly along party lines since 13 Democrats sup- 
ported the Bill and 8 Republicans voted against it. 
The House of Representatives passed the Esch 
Bill on November 17th, Both Bills are now re- 
ferred to the Conference, and since they differ 
radically on many fundamental points, it is ex- 
pected that the Conferees will not be able to agree 
on a bill acceptable to both Houses for some 
weeks, 

Both Senate and House are overwhelmingly in 
favor of a prompt return to private management 
and are against continued Federal control and 
Government ownership. Both Bills recognize 
that revenues from existing rates will be insuffi- 
cient to avert bankruptcy for a very large num- 
ber of railroads and hence provides for a con- 
tinuation of the Federal guarantee. Both provide 
for exclusive Federal regulation of capital issues 
and expenditures, as well as Federal regulation of 
intra-state rates where interstate commerce is af- 
fected; and both provide for the continuance of 
the present rate levels established by the United 
States Railroad Administration until such rates 
are changed by Federal authority. 


The House Bill establishes a revolving fund of 
$250,000,00C for the financial assistance of the 
railroads during the first two years after Federal 
control, but to secure such advances a railroad 
must proffer security in the nature of receiver’s 
certificates ; that is, having a paramount lien. Just 
how a railroad not in the hands of a receiver can 
offer such collateral is by no means clear. The 
Cummins Bill provides for a revolving fund of 
$500,000,000 which may be loaned to the rail- 
roads under terms and conditions approved by the 
Federal Transportation Board and the Secretary 
of the Treasury. 

The provisions of the Esch Bill, as amended, 
with respect to the funding of amounts charged 
by the Railroad Administration to the companies 
for additions and betterments made during the 
period of Federal control, are, as we pointed out 
in the December issue of this Letter, a serious 
menace to the credit of all but the richest com- 
panies. Here again, the Cummins Bill is the more 
just to the railroads since it provides that the 
maximum amount which the Government may 
deduct shall not exceed $223,823,000, leaving a 
balance to be funded and carried by the Govern- 
ment for a period of ten years of $551,728,000. 
This figure presupposes the funding through the 
medium of car trust certificates of the indebted- 
ness of the carriers incurred for equipment or- 
dered by the Railroad Administration. 

- The House Bill imposes upon the already over- 
burdened Commerce Commission the performance 
of many riew duties and the administration of 
many new regulations, to meet which its member- 
‘ship is to be enlarged from nine to eleven. The 
policy of the Cummins Bill recognizes. the fact 
that the Commission has been required to act in 
both administrative and judicial capacities, and 
for that reason takes away much of the adminis- 
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trative work and - it upon a new body to 
be known as the Federal Transportation Board, 
consisting of five members, to be appointed by the 
President with the consent of the Senate. 


Under the Senate Bill the railroads are per- 
mitted to consolidate during the next seven years ; 
thereafter the Federal Transportation Board is 
required to carry the process further in order that 
all the railroads of the country shall be grouped 
into competitive systems of not less than 20 and 
not more than 35. There is no compulsory fea- 
ture in the House Bill. 


Labor Provisions. 


The divergence between. the two Bills is very 
sharp in the matter of labor provisions. The 
Cummins Bill, recognizing the danger to the en- 
tire country resulting from a suspension of trans- 
portation, provides a means for permitting just 
settlements of labor disputes through tribunals 
created by the Bill, and strikes are declared to be 
unlawful. The House Bill also originally pro- 
vided elaborate machinery for dealing with labor 
disputes but no means were provided for enforc- 
ing decisions. The Bill was amended through the 
influence of the Brotherhoods and now does not 
prohibit or in any wise discourage strikes. 

The Esch bill also confirms decisions rendered 
by the Railroad Administration in the matter of 
wages, hours of service and conditions of em- 
ployment, until superseded by mutual agreement 
between the carriers and the employees. Refer- 
ring to this, Judge Lovett, chairman of the Union 
Pacific System, says: 

“But the most remarkable provision is that the Act 
as thus amended makes every decision of the United 
States Railroad Administration or of the Commission 
of Eight permanent, for it says all such decisions 

‘affecting questions of wages, hours of service or 
conditions of employment are hereby confirmed and 
shall apply to all carrier lines subject to this Act. 
Decisions which have been rendered by the United 
States Railroad Administration and which apply to 
the individual carriers subject to the provisions of 
this Act shall remain in effect until superseded by 
mutual agreement between the carrier and the em- 
ployes or by decision’ 
of one of the Adjustment Boards created the Act. 
Of course this provision means that no change can 
ever be made except in the way of further wage in- 
creases, since the requisite ‘mutual consent’ to a reduc- 
tion or modification will not be given by the Unions, 
and will not be ‘superseded’ by the Adjustment Boards, 
since under the act the Unions have one-half the mem- 
bership of each Board.” 


The Honorable W. G. McAdoo as Director 
General of Railroads, in his preamble to General 
Order No. 27, issued May 25th, 1918, says: “It 
is an inspiring task—this task of putting upon a 
more jttst and equitable basis the wages and work- 
ing conditions of loyal workers in the railroad 
service—.” “Notwithstanding the clear, intention 
here expressed, the original Order, with its vari- 
ous Supplements, Addenda, Amendments and In- 
terpretations; materially changed the relative rec- 
ognition of services rendered and so threw out 
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of: belance a system which was the outgrowth of 
years of experience. : 

The classification of an employe determines 
his compensation and if several different duties 
are assigned to one man the classification re- 
ceiving the highest rate of pay prevails inde- 
pendent of the relative amount of work per- 
formed. An ordinary workman whose duties 
in the past included the making of even the 
most minor repairs may become classified as 
a machinist or carpenter, in which event he is 
paid the same rate as men long skilled in the 
trade. At the same time General Order No, 
27 excludes from its application all employes - 
receiving on December Ist, 1915, $250 a month 
er over, so that today there are innumerable 
instances of men receiving pay in excess of 
their own foremen, 

The wage orders affecting locomotive en- 
gineers, while graduating pay according to 
hours of service, length of runs and class ot 
trains, again do not permit proper recognition 
of individual merit or efficiency. A certain 
railroad under Federal control which is. oper- 
ated by electricity and whose passenger service 
is of the usual interurban type, is required to 
pay its motormen the stipulated rates for 
steam locomotive engineers notwithstanding 
that a month’s apprenticeship is all that is 
needed to qualify a.motorman. 

Should the. Esch Bill, as passed by the 
House, perpetuate these ‘and all of the other 
inequalities which exist, there would cease to 
be incentive to become expert in the various 
branches of the railroad profession, and the 
inability of the management to recognize merit 
and proficiency by financial reward without 
promotion would equally adversely affect the 
efficiency and economies of operation. 

The original General Order No. 27 says: 
“The principle of the basic eight-hour day is 
hereby recognized.” With this we have fo 
quarrel. It is decidedly unsound, however, to 
include as part of the basic eight hours a sub- 
stantial amount of unproductive time hereto- 
fore not recognized. Illustrative of the effect 
of this and also of theoretical classification is 
the case of an agent in a small isolated station 
having minor duties extending from 7 A. M. 
until 9 P.-M., who, the wage orders say, shalk 
receive $222:96. per month, an incréase ot 
$187.96 over the $35 per month paid him Janu- 
ary 1, 1918. This is brought about by his use 
at times of the railroad telephone changing 
his classification to telephone operator, and 
by crediting him with 14 hours of continuous 
service less the one hour allowance for lunch. 
The 13 hours thus arrived at become 15% 
hours by the application of time and a half for 
overtime. The unfairness.of this is emphasized 
by the pay: provided. for the agent at a nearby 
station where eight-hour shifts are in force. 
This man is entitled to only $115.20 per month 
although he has continuous duties of a -respon-. 











sible nature, while the agent at the small sta- 
tion has duties of minor importance occupyin 
a total of not over four hours a day of actu 
service. 
The wage orders and working rules which 
have brought about such inequalities and ab- 
conditions were formulated under the 
pressure of war. It is inconceivable that Con- 
in the eventual enactment of railroad leg- 
_ Islation will permit itself to be influenced by 
labor interests to the extent of perpetuating as 
law a series of practices which by their con- 
tinued operation would place a further burden 
upon industry and commerce. It would be 
fatal to discourage individual effort and ambi- 
tion in the rank and file of railroad employes 
or to prohibit or interfere with the free judg- 
ment of officials in recognizing achievement 
and rewarding accomplishment. Labor is slow 
to realize that the fostering of an increase in 
individual production is for its own good. It is 
only by this, resulting in increased production 
in-every line of endeavor, that the high cost 
of living can be permanently reduced and the 
many benefits so far gained by labor be per- 
manently retained. 


The Rules for Rate Making. 


In the rules for rate making the two Bills are 
also diametrically opposed, that of the lower 
House merely restating the existing law that ‘‘rates 
shall be just and reasonable.” The Cummins Bill 
requires that the Commission must provide rates 
(a) that at all times shall be just and reasonable 
and sufficient to produce a reasonable return upon 
the aggregate value of the property in each rate 
group; (b) that the railways as a whole in each 
district shall earn a net operating income equal, 
as nearly as may be, to 514% upon the aggregate 
value of their property, with the provision that 
the Commission, in its discretion, may allow 4 
of 1% additional to make provision for non-pro- 
ductive improvement, etc., and (c) that consider- 
ation must be taken of the interest of the public, 
the shipper, wages of labor, cost of maintenance 
and operation, including the requirements for ad- 
Saeed ciekce dol ditaiee te pantie ant 
adequately orm their duties to public, an 
the conditions under which the same can be se- 
cured. The 514% basis is subject to review and 
change in 1925 and every fifth year thereafter. 

Such carriers which earn an income in excess 
of 6% are restricted in their enjoyment of such 
earnings, and for this reason some of the leading 
railroad idents have expressed themselves as 
being fearful lest this limitation on earnings chill 
the spirit of enterprise and destroy the incentive 
for efficient management. The Cummins rule for 
rate making has also been criticized as establish- 
ing a rate of return which, in the present high 
money market, is too low to enable the carriers 
to procure those i voluntary contributions 


hand, point to the fact that the Government is 
paying only 444% and 434% to the holders of 
Liberty bonds and that it is a piece of unjustifi- 
able generosity to guaranty railway security hold- 
ers 544% or 6%. Of course, no real analogy ex- 
ists. The Cummins Bill would establish rates for 
each traffic section of the country sufficient to 
show a return on the aggregate value of the trans- 
portation property, not on the outstanding secur- 
ities, and each railroad would still be subject to 
all the hazards of competition. 


Attitude of Investors. 


“Any legislation,” writes Senator Cummins, 
“which may be proposed upon the hypothesis of 
private ownership and operation must tender to 
the future investor reasonable security for the 
investment he is asked to make and reasonable as- 
surance of such yearly return upon his money as 
will induce him to enter the field. The better the 
security and the more certain the return, the less 
will be the rate required to attract investment.” 
Unless the Conference in Washington can produce 
a Bill which will remove the distrust which the 
investor now feels towards railroad securities, 
Government ownership is sooner or later inevit- 
able An interesting example of the investor’s 
distrust has recently been brought to our atten- 
tion. A certain western railroad, reorganized ten 
years ago, has spent since that time $22,500,000 in 
improvements to its property, or $16,000 a mile. 
The value which the public has placed on the 
bonds of this company, measured by current quo- 
tations, is less than $14,000 a mile. The property 
could be scrapped and sold for more “han that. 
Principally owing to the uncertainty as to the 
termination of Federal control, railroad bond 
prices receded during December in many cases to 
the lowest prices ever recorded, and some of the 
bonds of well known trunk lines could be ac- 
quired on a basis in excess of 12%. 


Objections to Government Ownership of 
Railroads. 


Since there is unquestionably a strong senti- 
ment in the country against it, Government owner- 
ship of railroads will come only through the fail- 
ure of Congress and the regulatory authorities to 
make provision for attracting capital. The ob- 
jections to Government ownership were admirably 
summarized as long ago as 1886 by President Had- 
ley in a report to the Italian Government. It is 
perhaps well at this time to restate this summary : 


1. Most of the pleas for state management are 
based upon the idea that the state would perform 
many services much cheaper than they are per- 
formed. by private companies. This is a mistake. 
The tendency is decidedly the other way. The 
state is much more likely to tax industry than to 
foster it. 

2. State management is more costly than priv- 
ate management. 
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3. The political dangers would be very great. 
Politics would corrupt the railroad 
and the railroad management would corrupt poli- 
tics, 

The experience of the world since these words 
were written has fully confirmed their cogency. 
In no other country are railroads of the command- 
ing importance they are in the United States. 
Under private ownership they have been, by and 
large, good and faithful servants of the people. 
To transfer them to the Government is to trans- 
fer them to an agent who, judging by the unchang- 
ing conduct of human nature, is not competent to 
assume such administrative duties. 

But apart from these objections there is still 
another which is of transcending importance. This 
is the cost of acquiring the railways of the coun- 
try which are capitalized at about twenty billion 
dollars. Doubtless, it was with this thought in 
mind that the Valuation Committee of the Na- 
tional Association of Railway & Utility Commis- 
sioners wrote in their 1919 report, “All advocates 
of the Plumb Plan or any other form of Govern- 
ment ownership recognize that the value of the 
properties must be ascertained and a large number 
of people will reserve judgment as to the wisdom 
of Government ownership until something is 
known relative to the amount of money which it 
will take to purchase the properties.” 


What Are the Railroads Worth? 


The Supreme Court has held that it is the prop- 
erty, and not the original cost of it, of which the 
owner may not be deprived without due process 
of law. The Interstate Commerce Commission 
through its Bureau of Valuation is now engaged 
in the effort to find out the present value of the 
railway properties, and some $60,000.000 have 
been spent by the railroads and the Bureau to 
date. Fifty-three tentative valuations have been 
served but there has not been fixed a single sum 
as the final value of any carrier company. The 
tentative valuations are merely inventories or 
reports made by the engineering, land and account- 
ing sections of the Commission of things that are 
to be taken into consideration in determining 
value. Elements of value which have not heen 
reported include cash on hand, securities owned, 
materials and supplies, lands owned but not at 
present used for carrier purposes, and “going 
concern” value. Bearing in mind that the tenta- 
tive valuations omit these and other elements, nev- 
ertheless they disclose the fact that of the 25,700 
miles of road tentatively valued, 19,500 miles. or 
75% show a cost of reproduction new substanti- 
ally in excess of the investment account as stated 
by the carrier. It should be remembered that the 
investment account is almost always a larger fig- 
ure than the outstanding capitalization. 

In respect to 6000 miles of road. or 25% of the 
mileage tentatively valued. the cost of reproduction 
new is reported to be less than that of the cost 
as carried on the books of the carriers. 












Even here the over-capitalization is much less — 
than it appears. For example, the Atlanta, Bir- 
mingham & Atlantic and the Westen Pacific have 
both been reorganized recently, and yet the prop- 
erty investment accounts with which the costs of 
reproduction now are contrasted, are those of the 
predecessor companies. Both were materially re- 
duced by the reorganization. The Atlanta, Bir- 
mingham & Atlantic reports that it cost, in actual 
cash $43,500,000, to construct and equip its prop- 
erties and that its reorganized capitalization is 
$39,290,000. The reorganization of the Western 
Pacific cut $50,000,000 from its investment ac- 
count, and recently it has been announced that 
the Bureau of Valuation had made substantial 
additions to the cost of reproduction as first re- 
ported, as‘a result of which the securities of this 
company in par value about equal the tentative 
valuation. 


All the evidence so far accumulated by the 
Interstate Commerce Commission refutes Mr. 
Plumb’s unwarranted assumption that the rail- 
roads could be taken over by the Government at a 
cost of ten or twelve billion dollars. We are sat- 
isfied that if the Government should acquire the 
railroads by condemnation proceedings following 
a judicial determination of their value, the pur- 
chase price would be nearer twenty billion of 
dollars. The financing of a purchase of such 
magnitude would present a problem of the great- 
est difficulty. 


Railroad Salaries. 


Congressman Sims, of the House Committee on 
Inter-State Commerce. has published a list of rail- 
road salaries of $20,000 a year or more in 1917, 
at the time the roads were taken over by the Gov- 
ernment. The list shows that 200 out of 20,000 
general and divisional officers received salaries of 
$20,000 or more and that the aggregate paid to 
those 200 was $6,644,000, and that the aggregate 
salaries of those receiving $50,000 or more per 
annum was about $1.900.000. 


No doubt there are many people who think 
that these salaries represent mere favoritism, and 
that no man can have so much more ability than 
the average man as to make him fairly worth so 
much more than the average rate of pay. It may 
be assumed that if Government ownership was 
made permanent no such salaries would be paid 
by the railroads, and that the men able to com- 
mand such pay would be allowed to seek other 
lines of business. 


It is possibly true that there are many men in 
the country with as good native ability as these 
railroad executives, and who with the same ex- 
perience would make equally capable officials. but 
not having had the necessary training, or proved 
their capacity. they are not on the list of eligibles 
when. a railroad president is to be selected. A 
Board of Directors which is about to select a man 
for a responsible position, where large sums of 





save sums vastly in excess 
his y will pay more for a man 
proven qualifications than fur one of whom lit- 
no sensible individual who 
not do the same in his private business. The 
pay is based upon a record which affords 


eetitaee capacity. It is insurance against the 


of incompetency. It is the competitive 
markst price for demonstrated worth, and the re- 
ward for a successful career. The Railway 


many grades, and thus: becoming fitted for the 
of executive supervision and responsi- 

ility. These are the prizes of the railroad world, 
tending to hold young men of ambition and ability 
in the profession as against the opportunities 
which ‘exist in other lines of effort. The idea 
of limiting pay in the railroad service is a part 





of the general theory which lays 
regulation, restrictiun and limitation of pe iy at and 
leveling down of achievements, instead of upon 
stimulating effort and achievements, 

If the salaries of the 200 who received $20,000 
or more had been uniformly $20,000 the total of 
payments would have been $4,000,000. The ex- 
cess over this was $2,644,000, which figures ‘in 
total expenditures that year of about $2,828,000,- 
000. The average number of all employes in that 
year was 1,732,703, and if this excess had been 
divided among them equally the amount to each 
would have been about $1.50. 


Short Credits to Farmers. 


At a meeting of the Board of Directors of the 
Farmers’ Fund, Inc., of New York State last 
month, a report was submitted by the President 
upon its operations during the past summer. The 
“Farmers’ Fund, Inc.,” received its charter from 
















(In Thousands of Dollars) 


STATEMENT OF RESOURCES AND LIABILITIES OF EACH OF THE TWELVE FEDERAL 
RESERVE BANKS AT THE CLOSE OF BUSINESS DECEMBER 26, 1919. 




























































































































































Ve 


Federal Reserve Bank of, Boston| N.Y. | Phila. | Clev’d| Rich’d|Atlanta| Chicago St. Louis M'npl’s| Kas.City| Dallas|S.Fr’sco| Total 
_.. RESOU ROES 
Gold coin and tes 7,844 | 147,197 | 1,182 | 10.220] 2,402| 8.350] 24,060.| 2.738 | 8,261 168 | 6,617| 10406 | 220,445 
Board....... Fund FR) cori | 41,560 | 28.344 | 39.966 | 25.152 25734| 68.856 | 13374 | 1938| 27.192 | 14.772] 36286 | 352.785 
yp 0 9805 | 49.296 | 10.716} 11.014 | 6582] 4.835| 15984 | 6313 | 3627| 6447 | 3.492| 6179 | 134.320 
banks! 53.860 | 238,053 | 40.272 | 55.200 | 34.136 | 38.919 | 108900 | 22.425 | 13.226| 33,907 | 24,881| 52871 | 716.550 
Gold Federal eserve| 
oii Breit HRB I 73.782 | 307.385. | 82.491 | 125.048 | 41.036.| 64.734 | 245.883 | 65920 | 35.570} 39.858 | 27878 | 130.447 | 1.240032 
Redemption Fund...| 252z3| 25.000 | 15578| 1005| 6371| 7053| 17,572 | 5922 | 2377| 4.023 | 3422] 830% | 121.850 
Total gold reserves..| 152.865 | 570.438 | 138,341 | 181,253} 81,543 | 110,706 | 372.355 | 94.267 | 51.173 | 77,688 | 56.181 | 191,622 | 2,078.432 
tender notes, Silver, 2 
= Ret yo fam Roi a 3238 | 45,602 539} 533] 188] 970] 1929 |. 2240 72| 343 | _ 1.166 384 57.104 
Total Reserves...... 156,103 | 616.0:0 | 138.880 | 181,786 | 81,791 | 111,676| 374,184 | 96.507 | 51.245 | 78,031 | 57.347 | 192.006 | 2.135.536 
Bills disctd : Sec. by Govt.) 15 296 | seu ses | 178,648 | 120.536 | 87.901 | 61379 | 146.840 | 44,142 | 22465| 36807 | 42.604 | 46.128 | 1.510.364 
Sa sen. 2.| 56690 | 208.606 | 29,292 | 47,041 | 20,760 | 28.843 | 128.49 | 34.093 | 47,592 50.536 | 11.427.| 26,065 | 684,514 
oo ge open mar"! 16.506 | 191.312 | 4.698 | 56,923 | 16.031 | 16231 | 108.352 | 36936 | 14401| 19981 | 7.734] 96.107 | 585.212 
is bills _..| 211.342 | 979 212.838 | 224.500 | 124,692 | 106.453 | 383.621. | 115.171 | 84.458 | 107.414 | 61.795 | 168.300 | 2,780.090 
3 fee * > 539} 1 7 | 1385 | 3 | 1205) 8 | - 4476 | 1s3 1i6| 8,867.| 3,966| 2,632 26.834 
be ificates of indebt-| 661 67347 | 30.529 | 24.817 | 12260 | 15,666| 30.754 | 17216 | 8.490} 15.249 | 9.000) 11.438 | 278.507 
- Total Assets| 233.512 | 1,038,160 | 244.752 | 250.160 | 138.187 | 122.498 | 427.851 | 133,540 | 93,054 | 131.530 | 74851 | 182.370 | 3.080.495 
Bank p neccessssss.| 1O9h| | 3,996 Bo | aes | ais | sis | “bss6 “el 600 462 399 400 13 
2} 86.294 | 91.234 | 90.283 | 50.072] 139.838 | 70,669 | 29285 | 90.664 | @2.236| 47,758 | 1,075,100 
147% | 1146! 43) 798) 2.116 647 48 958 560 665 13.237 
1061 |. 344} 1,500} 140} 785 316 157 43l-} 261 424 8.062 
472.962 | 525.565 | 312.669 | 285.700} 948.706. | 302.370 | 171.769| 302.126 | 195.654| 423,623- | 6,325,432 
7.844 | 9482) 4.992| 3,424 4.063 | 3.07%} 4012 | 3417| 5.78 339 
5311| 5.860| 3,800} 2.605| 9.710 | 2589 | 2320} 3957 | 2.029] 4578 81.087 
2.966} 6.746) 8319] 5,105-|. .1.646 | 3872. | 2.7211 6.959 | 5.377| 7,667 72,357 
95.505 | 127.627 | 61.081 | 61.081 | 253.864 | 67.092 | 51532 | 77.723 | 58.423 | 116.357 | 1.786.874 
80.832 | 70.420 | 68.366 | 36.129 | 103,130 | 55.155 | 15.459 | 78.441 -| 37,607 | 25.467. | 822,680 
6,832)|_ 6.147 |: 3.610 |_ 2681} 10036 | 3.588 | 2.216] 3.615 | 2.066 | 5.865 97,659 
186,135 | 210.940 | 141.374 | 104.996 | 368.676 | 129.707 | 71.928 | 166,768 | 103.473 |- 155.356 | 2.779.570 
240.273 } 272,888 | 148,693 | 156.599 | 510.018 | 148.452 | 87,475 |°105 100 | 74.886 | 242.867 | 3,057,646 
’}29.028'| 22,297 | 12,051 | 15.663} 41.109 | 15,610 | 8.157] 19.546 | 10.415} 11.805 | 261.039 
4331 | 4.202 | 2359| 2213| 686 | 1.99 | -1815| 2.743 | 1434| 4.179 58.751 
472.962 | 525.565 | 312.609 ' 285.700 | 948.706 | 302.370 | 174.760 ' 302.126 | 195.654! 423.623 6.325.432 
3067616. 


securities; municipal warrants, ete.: I-15 days 1,624,262; 16—30 days 349.815; 
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the Superintendent of Banks on May 28, and suc- 
ceeded to the business of the “Patriotic Farme:,’ 
Fund,” which was organized to aid agricultural 
production during 


the war. 
Total loans since May 28 including those taken . 


over from the Patriotic Farmers’ Fund, were 
$663,758.50, of which $235,050.51 have been re- 
paid, leaving $428,707.99 outstanding. 

The loans were divided as to general character, 
as follows: Crop loans, 50 per cent; live stock 
loans, 35 per cent; machinery loans, 15 per cent. 
Loans exceeding $500 in amount, which are not 
numerous, were secured by chattel mortgages. 

The experience of the Patriotic Farmers’ Fund 
and of the Farmers’ Fund, Inc., has been that 
losses on these classes of loans are but a small 

tage, and that the loans are an aid to pro- 
duction. The demand for the small loans ex- 
ceeds the resources of the organization, and the 
managers. are convinced that with more capital at 
their disposal, in order that the overhead charges 
may be lessened proportionately, the business will 
pay a six per cent return and render a valuable 
public service. 

This organization seems to have justified its 
existence and to be worthy of support. It was de- 
signed to handle a class of business which was 
recognized as more hazardous than the common 
run of business welcomed by bankers. A bank 
which is lending the money of its depositors is 
properly careful and intends to avoid losses so far 
as possible. This policy is not to be criticized, 
but on the other hand there is a public interest in 
increasing the production of foodstuffs and in pro- 
moting prosperity on the farms. The Farmers’ 
Fund may do good educational work in develop. 
ing bank depositors in its experiments with farm- 
ers who have not been accustomed to doing busi- 
ness at banks. 

The offices are at Rochester, and the business 
is in charge of M. W. Cole, President. A. B. Hep- 
burn, of the Chase National Bank, William Wood- 
ward, of the Hanover National Bank, Jacob 
Schiff, of Kuhn, Loeb & Co., and William Church 
Osborn are New York City men of prominence 
on the Board of Directors. The association seeks 
the co-operation and counsel of bankers through- 
out the state. It has been an experimental or- 
ganization, trying to learn how practical assist- 
ance may be given to small farmers. 


The National City Bank’s New Branches. 


During the year 1919, The National City Bank 
of New York opened thirty-two new foreign 
branches and the International Banking Corpora- 
tion (owned by The National City Bank) 











five such branches. The two institu- 

tions together now have a total of seventy-five 

branches, and still others are to become a part 

of the world-wide organization of The Na- 
tional City Bank within the near future. 

The branches opened by The National City 

Bank of New York during to19 were as follows: 


Argentina—Once (Buenos Aires), Rosario. Brazil— 
Pernambuco, Porto Alegre. Belgium—Brussels, Co- 
Psramregge a Cuba—Artemisa, Bayamo, Caibarien, 

Cardenas, Ciego De Avila, Cienfuegos, 
Colon, Grace, Guantanamo, Cuatro Caminos (Havana) 
Galiano (Havana), Manzanillo, Matanzas, Pinar del 
Rio, Placetas del Norte, Remedios, Sagua la Grande, 
Sancti Spiritus, Santa Clara, Union de Reyes, Yaguajay. 
Spain—Barcelona. Trinidad—Port of Spain. Uruguay 
—Calle Rondeau (Montevideo). Venezuela—Mara- 
caibo. ~ 

The branches of the International Banki 
Corporation which were opened during 191 
were: 


China—Harbin, Tsingtao. France—Lyons. India— 
Rangoon. Dominican Republic—Sanchez. 

The first foreign branch of The National City 
Bank of New York was opened at Buenos Aires 
a little more than five years ago (November 10, 
1914). 


Discount Rates Approved by Federal Reserve Board 
up to December 31, 1919. 





Discounted Agri- 
bills maturing within | Trade | cultural 
90 days (including mem-| Accep- | and live 
ber banks’ 15-day col-| tances 
Federal lateral notes) secured hy r 

(b) ma paper 
Reserve. Bank enaeian turing ymatar. 
Treasury Cer- secured within | Ing with- 
tificates of and unse- | 90days| in 91 to 
indebtedness cured (a) 











BostGt © siccnanacss (c) 4% 434 4% 5 
New York .......... (d) 4% 434 4% 5 
Philadelphia ..... 4, 4¥, 4% 5 
Cleveland .:.. Om. @: eS 
Richmond ............ 4y, 43% 4% 5 
Atlanta ciccsieeccos (d) 4% 44, 414 5% 
ARMOR O$ svensapesecnie 4% 4% 4 5% 
St. Louis ............ 414 434 4% 5% 
Minneapolis ...... 4% (f)4%4 4% 5 
Kansas City ...... 4% 5 5 5% 
Dalla cscigcd-- “ 4Y, 5 5 5% 


San Francisco... 44% 4% 4% 5% 





(a) Rate on paper seeenet by War Finance Corporation 
bonds, 1 per cent. high 

(b) Rate also appl ee bankers’ acceptances discounted 
by the New York and Cleveland banks. 

(ec) oy Ma 44% per cent. on paper secured by 4% per 


cent. cert 


{? Applies only to member banks’ collateral notes. 
e) Rate of 41 r cent. on member banks’ collateral 
notes secured by 4% per cent. certificates. 

(f) Rate of 5 per cent. for maturities 61 to 90 days. 

ny ge ert ata purchased in ‘open market, minimum 
ra per ce 

Note 2—Differentials between rates on paper secured by 
Liberty bonds and Victory notes and on ordinary commer- 
cial ever were abolished by all banks during the month of 


THE NATIONAL CITY BANK OF NEW YORK 














Ask for Our 


January Investment Offerings 


A wide range of secumities. 
A wide range of maturities. 
A wide range” of ‘yields. 


A carefully selected and 
broadly diversified offering 
of securities giving much 
valuable information as 
to the various issues listed. 





Circular will be sent upon request for B-274 


<The National City Company 


ENE RS National City Bank Building, New York 
Uptown Office, Fifth Avenue & 43rd St. 


Correspondent Offices in more thaw fifty Cities. ~* .° 
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